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MANAGEMENT’S DISCUSSION AND ANALYSIS (Unaudited) 
 

This section of the annual fina ncial report of the Virginia Public School Authority (the  
“Authority”) presents an analysis of the Authority’s financial pe rformance during the fiscal year 
that ended on June 30, 2008.  This inform ation should be considered in conjunction with the 
information contained in the financial statements, which follow this section. 
 
Authority Activities and Highlights 
 
The Virginia Public School Authority, created by Chapter 11, Title 22.1, Code of Virginia, 1950, 
as amended, provides financing to localities under the pooled bond program  through the sale of 
its bonds.  W ith the proceeds of its bond issu es, th e Authority pu rchases a “poo l” of general  
obligation bonds from localities (th e “Local Issuer s”).  Each Local Issu er uses th e proceeds for 
the purpose of financing capital projects for public schools.  
 
The Authority currently has bonds outstanding under the 1997 Resolution.  The 1997 Resolution, 
adopted on October 23, 1997, serves  as the primary instrument under which the Authority issues  
bonds under its pooled bond program .  The 1997 Resolution bonds are secured by general 
obligation local school bonds purch ased; the State Aid Intercept Provision; and a sum  sufficient 
appropriation, first from  ava ilable Literary Fund m onies a nd then  f rom the Co mmonwealth’s 
General Fund.  During the fiscal year, th e Authority issued $358,030,000 under its pooled bond 
program. 
 
In addition to its pooled bond program, the Author ity also issues specia l obligation bonds under 
its stand-alone program.  Bonds  issued under the stand-alone program are secured solely by the 
local school bonds purchased from  one or m ore specific localities.  The Authority acts as a  
conduit issuer under the stand-alone  program.  The Authority also issues obligations to finance  
technology equipm ent purchases for local public school system s within the Commonwealth.  
These obligations are payable from, or otherw ise secured by, the assets  and incom e of the 
Literary Fund and now benefit from a sum su fficient appropriation from  the Commonwealth’s 
General Fund.  The Aut hority issued $56,475,000 under the educational technology equipm ent 
note program during the fiscal year, but did not issue any new special obligation bonds. 
 
Overview of the Financial Statements 
 
This discussion and analysis is  an introduction to th e Authority’s basic fi nancial statem ents, 
which are com prised of two com ponents:  1) f und financial statem ents, and 2) notes to the 
financial statements.  This report also contains  other supplem entary information in addition to 
the basic financial statem ents.  The Authorit y is not required to present governm ent-wide 
financial statements since all of  its activity is reported in an enterprise fund, whic h would not 
change in m easurement focus (econom ic res ources) or basis of ac counting (a ccrual) fo r 
government-wide statements. 
 
The financial statements of the Authority offer short- and long-term financial information about 
its activities.  The Statement of Net Assets provides information about the nature and amounts of 
the Authority’s cash, investm ents, and receiv ables (assets) and its oblig ations to creditors  
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(liabilities).  All of the curre nt year’s revenues and expenses are accounted for in the Statem ent 
of Revenues, Expenses, and Changes in Fund Net Assets.  This statement measures whether the 
Authority successfully recovered all its cost s through investm ent earnings, bond proceeds, 
appropriations from  the Comm onwealth, and the collectio n of r eceivables.  The Statem ent of 
Cash Flows provides infor mation on the Author ity’s cas h receip ts, cash paym ents, and net 
changes in cash resulting from operations, investing, and financial activities.   
 
Financial Analysis of the Authority 
 
The Authority provides a vehicle for financing capital projects for primary and secondary public 
schools in the Commonwealth’s co unties, cities and towns.  On  local school bonds held by the 
Authority, localities pay interest 10 basis points (0.10%) above the rates paid by the Authority on 
corresponding maturities of its bonds.  This revenue is deposited to the Authority’s General Fund 
and used to  pay the op erating cos ts attribu table to its financing program s, including costs of 
issuance and adm inistration, such  as rebate com pliance expenses.  The Departm ent of the  
Treasury provides staff support for the Authority.  The Authority owns no capital assets.  
 

 
Total assets increased during the year by $168 million, or five percent.  This is prim arily due to 
an increase in local scho ol bonds outstanding ($169 million).  Total liabilities increased by $171 
million, or five percent, during the s ame period as a resu lt of an increas e in outstan ding bonds 
and notes payable ($17 6 m illion) a nd sm all varianc es in s everal other  item s.  According ly, a  
decrease of $3 million is reflected in net assets. 
 

2008 2007
Current assets 16$          8$            
Noncurrent assets 3,330       3,170       
   Total Assets 3,346       3,178       
Current Liabilities 390          373          
Noncurrent liabilities 2,943     2,789     
   Total Liabilities 3,333       3,162       
Net assets:
Restricted for debt service -             8            
Unrestricted 13            8              
   Total net assets 13$         16$         

Virginia Public School Authority's Net Assets
(in millions)

 Enterprise Fund
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Debt Administration 
 
As a financing entity, the whole business of the Authority is debt administration.  The Authority 
issues bonds, pursuant to its pooled bond program s, to finance capital projects approved by the 
local governing bodies of counties, cities, and to wns of the Commonwe alth of Virginia.  Such 
bonds are secured by general obliga tion bonds of the participating local issuers, which provide 
payment of principal and interest when due.  Obligations issued pursuant to the technology notes 
programs, in conjunction with the Board of Education, are paid from , and secured by, 
appropriations m ade from the Literary Fund.   The following table summarizes bond issuance 
activity during the year under each program: 

2008 2007
Revenues:
Operating revenues:
   Charges for Services 151$          145$          
Non-operating revenues:
   Investment earnings 4                4                
      Total revenues 155            149            
Expenses:
   Interest on long-term debt 154            147            
   Other 2                2                
      Total expenses 156            149            
Transfers (2)               8                
Change in net assets (3)               8                
Net assets July 1 16              8                
Net assets June 30 13$           16$            

Virginia Public School Authority's Changes in Net Assets
(in millions)

 Enterprise Fund

 Outstanding 
at 6/30/07 *

 Issued 
During Year

 Retired 
During Year

 Outstanding 
at 6/30/08 *

Pooled Bond Programs 2,793$          358$             (186)$            2,965$          
Technology Notes Programs 172               56                 (55)                173               
Special Obligation Bonds 55                 -                (3)                  52                 
   Total 3,020$          414$             (244)$            3,190$          
* Excludes deferral on debt defeasance.

Summary of Authority Bond Obligations
(in millions)



 

- 4 - 

The Authority obtains bond ratings from  Mood y’s Investors Service (Moody’s), Standard and 
Poor’s Rating Service (S&P) and Fitch Ratings, Inc. (Fitch).  The table below summarizes th e 
ratings on outstanding Authority bonds. 

 
 
Since the Authority’s bond program s are eith er backed by state appropriations (School 
Educational Technology Notes Program ) or carry  the credit support of th e State Aid Intercept 
Provision (Pooled Bond Program ), the bond ra tings are a direct reflection of the 
Commonwealth’s triple-A rating from each of the three rating agencies. 
 
Future Impact to Financial Position 
 
In July 2008, the Authority issued $ 44.4 million of Special Obligation School Financing Bonds,  
Henrico County Series 2008.  In Decem ber 2008, th e authority issued $67.5 m illion of Special 
Obligation School Financing Bonds, Fluvanna County Series 2008 and $118.9  million of School 
Financing bonds (1997 Resolution)  Series 2008 B to purchase cer tain general obligation local 
school bonds to finance capital projects for public schools. 
 

Moody’s S&P Fitch
Pooled Bond Programs1 Aa1 AA+ AA+
School Educational Technology Aa1 AA+ AA+

1 1997 Resolution Bonds

Virginia Public School Authority Bond Ratings
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VIRGINIA PUBLIC SCHOOL AUTHORITY
STATEMENT OF NET ASSETS 

As of June 30, 2008

ASSETS
Current assets:
    Cash and cash equivalents (Note 2A) 15,866,749$      
    Interest receivable 1,009                 

      Total current assets 15,867,758        

Noncurrent assets:
    Restricted cash and cash equivalents (Note 2A) 80,085,459        
    Loans to localities:
        Local school bonds (Note 2B) 3,008,766,831   
    Interest receivable 68,681,493        
    Due from Literary Fund (Note 2D) 173,090,000      

        Total noncurrent assets 3,330,623,783   

            Total assets 3,346,491,541   

LIABILITIES
Current liabilities:
    Accounts payable 20,388               

Current liabilities payable from restricted assets:
    Interest payable 63,686,491        
    Accrued interest sold 471,372             
    Due to localities (Note 2D) 65,821,149        
    Notes payable (Notes 2C and 2D) 56,325,000        
    Bonds payable (net of interest deferral) (Notes 2C and 2F) 198,884,500      
    Premium on bonds sold 5,382,023          

        Total current liabilities payable from restricted assets 390,570,535      

Noncurrent liabilities payable from restricted assets:
    Notes payable (Notes 2C and 2D) 116,765,000      
    Bonds payable (net of interest deferral) (Notes 2C and 2F) 2,778,362,563   
    Premium on bonds sold 47,458,172        

        Total noncurrent liabilities payable from restricted assets 2,942,585,735   

            Total liabilities 3,333,176,658   

NET ASSETS
  Unrestricted 13,314,883        

      Total net assets 13,314,883$      

The accompanying notes to the financial statements are an integral part of this statement.
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VIRGINIA PUBLIC SCHOOL AUTHORITY
STATEMENT OF REVENUES, EXPENSES, AND CHANGES

IN FUND NET ASSETS 
For the Year Ended June 30, 2008

Operating Revenues:
  Interest on:
          Local school bonds 149,824,011$   
          Cash equivalents 4,174,985
  Premium on bonds sold 765,510
  Net decrease in fair value of investments (15,727)

                Total Operating Revenues 154,748,779

Operating Expenses:
        Interest on bonds    154,062,566
        Financial advisor fees 131,198
        Legal fees 310,515
        Bond rating fees 227,831
        Printing and electronic distribution 17,621
        Board expenses 1,599
        Staffing expenses 145,078
        Underwriters' discount 762,782
        Rebate and penalty payments and calculation fees (Note 2H) 103,561
        Other 50,937

                 Total Operating Expenses 155,813,688

                 Operating Loss (1,064,909)

Nonoperating Transfers:
     Transfers to Literary Fund (Note 2G) (1,928,718)
     Transfer to the General Fund of the Commonwealth (Note 2G) (170,221)

                 Total Nonoperating Transfers (2,098,939)

                Change in Net Assets (3,163,848)

Net Assets, July 1, 2007 16,478,731

Net Assets, June 30, 2008 13,314,883$     

The accompanying notes to the financial statements are an integral part of this statement.
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VIRGINIA PUBLIC SCHOOL AUTHORITY
STATEMENT OF CASH FLOWS 
For the Year Ended June 30, 2008

Cash flows from operating activities:
Interest on cash equivalents $ 986,697
Purchase of local school bonds (358,025,754)
Principal received on local school bonds 188,991,764
Interest received on local school bonds 140,509,934
Payments to vendors for goods and services (920,971)
Payments received from the Literary Fund 63,637,703
Transfers to the Literary Fund (9,791,421)

     Net cash provided by operating activities 25,387,952

Cash flows from noncapital financial activities:
Proceeds from the sale of bonds 414,505,000
Principal paid on VPSA bonds (245,240,000)
Interest paid on VPSA bonds (144,241,072)
Premium on bonds sold 4,116,050
Underwriters' discount (898,322)
Rebate and penalty payments and calculation fees (Note 2H) (125,006)
Accrued interest sold 88,409
Transfer to the General Fund of the Commonwealth (Note 2G) (170,221)
Payments to localities (Education Technology Notes) (61,957,334)

      Net cash used by noncapital financing activites (33,922,496)

Cash flows from investing activities:
Proceeds from sale and maturities of investments 3,288,151
Interest on investments 3,283,826
Accrued interest purchased 9,496

     Net cash provided by investing activities 6,581,473

     Net increase in cash and cash equivalents (1,953,071)

Cash and cash equivalents, July 1, 2007 97,905,279

Cash and cash equivalents, June 30, 2008 $ 95,952,208

- 8 -



Reconciliation of operating income to net cash provided by operating activities:

   Operating loss $ (1,064,909)

Adjustments to reconcile operating income to net cash provided
            by operating activities:

     Increase in interest receivable (3,869,755)
     Decrease in accounts payable (57,637)
     Increase in interest payable 3,227,394
     Payments from the Literary Fund 63,637,703
     Principal received on local school bonds 188,991,764
     Purchase of local school bonds (358,025,754)
     Rebate and penalty payments to the Internal Revenue Service 125,006
     Transfers from the Literary Fund (9,791,421)
     Amortization of premium (5,382,023)
     Underwriters' discount 762,782
     Premium on bonds sold (765,510)
     Amortization of interest deferral 6,594,101
     Interest paid on VPSA bonds 144,241,072
     Decrease in fair value of investments 15,727
     Cash equivalent earnings applied to local school bond 33,238
     Interest on investments (3,283,826)

Total adjustments 26,452,861

Net cash provided by operating activities $ 25,387,952

The accompanying notes to the financial statements are an integral part of this statement.
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VIRGINIA PUBLIC SCHOOL AUTHORITY 

NOTES TO THE FINANCIAL STATEMENTS 
AS OF JUNE 30, 2008 

 
1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 
 

A. Financial Reporting Entity 
 
The Virginia Public School Authority (the “A uthority” or “VPSA”) wa s created by Chapter 
11, Title 22.1, Code of Virginia 1950, as amended (the “Enab ling Act”).  The Authority 
provides financing to localities through the sale of its bonds.  W ith the proceeds of its bonds, 
the Authority purchases a predeterm ined num ber of general oblig ation bonds issued by 
localities.  The Enablin g Act au thorizes the Authority to purchase lo cal school bonds issued 
by counties, cities, and towns under th e provisions of Section 15.2-2600, et seq., Code of 
Virginia (the “Public F inance Act of 1991”).  The Enabling Act further authorizes the 
Authority to issue bonds which are payable from the funds of the Authority including: 

 
1)  principal and interest received on local school bonds held by the Authority; 
2)  proceeds from the sale of such local school bonds; 
3)  any moneys transferred from the Literary Fund or funds appropriated from the General 

Assembly; and 
4)  a reserve fund(s) created from bond proceeds pledged to secure designated bonds. 

 
Currently, the Authority has pooled bonds outst anding under its 1997 Resolution.  Bonds 
issued under the 1997 Resolution are secured by local school bonds purchased and a “sum 
sufficient appropriation,” first from availabl e Literary Fund m onies and then from  the  
Commonwealth’s General Fund. 

 
In addition to its pooled bond program , the Aut hority also issues special obligation bonds 
under its stand-alone program .  Bonds issued  under the stand-alone program  are secured 
solely by the local school bonds purchased from  one or m ore specific loca lities.  The 
Authority acts as a conduit issuer under the stand-alone program. 
 
As directed by the General Assembly, the Author ity has also issued obligations to finance 
technology equipment purchases for local publi c school system s within the Commonwealth.  
These obligations are payable from, or otherw ise secured by, the assets and incom e of the  
Literary Fund. 
 
A separate report is prepared for the Commonwealth of  Virginia which in cludes all agencies, 
boards, com missions, and authorities over whic h the Commonwealth exercises or has the  
ability to exercise oversigh t authority.  The Authority is a component unit of the  
Commonwealth of Virginia and is included in  the basic financial sta tements of the 
Commonwealth. 
 
The accounting and reporting poli cies of the Authority conf orm to generally accepted 
accounting principles (GAAP) applicable to  governm ental units as prescribed by the 
Governmental Accounting Standard s Board (G ASB), the accepted  standard-setting body for  
establishing governmental accounting and financial reporting prin ciples.  The following is a 
summary of the Authority’s significant policies. 
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B. Basis of Accounting 
 

The accompanying financial statem ents ar e reported using the econom ic resources 
measurement focus and the accru al basis of accounting under which revenues are recognized  
when they are earned an d expenses are recogn ized when a liability is in curred, regardless of 
the timing of related cash flows.  The cash ba sis of accounting is used during the year.  The 
financial statem ents are prepared o n the accru al basis at the end of the fiscal year by the 
Authority. 

  
C. Fund Accounting 

 
The activities of the A uthority are accounted for in an enterprise fund,  used to account for 
governmental operations that are f inanced an d operated in a m anner sim ilar to private 
business enterprises.  E nterprise fund acc ounting is used where the governing body ha s 
decided that periodic determ ination of revenues earned, expenses  incurred, and net incom e is 
appropriate.  All fund accoun ts o f the Autho rity are presented  in total on th e financial 
statements. 

 
D. Bond Issuance Costs, Discounts, and Premiums 

 
Costs associated with issuing debt, which are either offset by fees collected over the life of the 
respective pooled bond issues from  local issu ers, reimbursed dir ectly by localities 
participating in s tand-alone issues, or paid f rom Literary Fund contributions, are expensed in 
the year incurred.  The origin al issue discoun t o r premium, for each bo nd issuance, is also 
expensed or recorded as revenu e in the year incurred unless it  exceeds 1% of the amount of 
bonds issued.  In that case, the original issu e discount or prem ium is deferred and amortized, 
on a straight-line basis, over the life of the outstanding debt. 
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2. DETAILED NOTES 
 

A. Cash and Cash Equivalents (Unrestricted and Restricted) 
 

Cash and cash equivalents of the A uthority are held by the  Treasurer o f Virginia.  Cash is 
defined as dem and de posits, non-negotiable tim e deposits, and certificates of deposit in 
accordance with Sectio n 2.2-4400 of the Code of Virginia.  Cash equivalents are defined as 
investments with an original maturity of less than three months. 
 
Deposits with banks are covered by the Fede ral Deposit Ins urance Corporation (FDIC) and  
collateralized in accord ance with the Virginia S ecurity for Public Deposits Act (the “Act”).  
Under the Act, banks holding pub lic deposits in excess of th e amount insured by the FDIC 
must pledge collateral that ranges in a mounts from 50% to 100% of e xcess deposits in the  
case of a bank, and 100% to  110% for a savings inst itution to a collateral pool in the name of 
the Comm onwealth of  Virginia Tr easury Boa rd.  Accordingly, all de posits are considered 
fully collateralized. 
 
Section 2.2-4500 and Section 2.2-4501 of the Code of Virginia outlin e the ins truments in 
which public sinking funds and other public funds may legally invest.  The Authority adheres 
to these general guidelines unless bond resoluti ons require m ore restrictive investm ent 
policies. All investm ents of the Authority a re held in the Authority’s nam e. The Authority’s 
investments are valued at fair value, which appro ximates market value.  Details of  cash and 
cash equivalents are presented below.  Standard and Poor’s ratings, where available, have also 
been presented below. 
 

 
 

1 The Authority invests certain short-term cash balances held with in its accounts in the JP Morgan US Govt Money 
Market Fund.  This is a rated fund, which maintains a policy of investing all assets in U.S. Treasury obligations and 
repurchase agreements backed by those obligations. 

 
2 The Virgini a S tate Non-Arbitra ge P rogram® (“SNAP ®”) offers a professionally -managed money  market mutual 

fund, which pro vides issuers with a t emporary pooled investment vehicle for proceeds pending expenditure, and  
with record keeping, d epository and arb itrage rebate calculation services.  SNAP ® is an external investment pool 
registered under the Investment Company Act of  1940, as amended.  Particip ants in the Authority ’s various bond 
programs are required to invest their bond proceeds in SNAP®. 

 
The Authority does not lim it the amount that m ay be invested in any one issuer.  The 
Authority had investm ents of five percent or more in the State Non-Arbitrage Program ® 
(77%) and the JP Morgan US Govt Money Market Fund (21%). 

Fair Value Rating

  Non-Negotiable Certificates of Deposit 1,992,277$        Not Rated
  Short Term Investment Fund 1 19,419,904        AAAm
  State Non-Arbitrage Program ® 2 74,540,027        AAAm
     Total cash, cash equivalents, and investments 95,952,208$      

Summary of Cash and Cash Equivalents
As of June 30, 2008
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B. Local School Bonds 

 
The Authority purchases bonds from  ( makes loans to) various loca lities throughout the 
Commonwealth, which are issued to finance the construction of local public schoo l facilities.  
These bonds are recorded at purchase price that is equal to the face value of the bonds.   Local 
school bonds purchased under the 1997 Resolution are held in a pledge account of the General 
Pledge Fund established under it s bond resolution.  Local sc hool bonds purchased under the 
stand-alone program  are deposited in separate purchase funds established for each issue.  
Assets of the Authority that ar e held or received in purchas e funds, pledge funds, or debt 
service funds are classif ied as restricted assets  because th eir use is lim ited to th e purpose of 
the funds in which they reside, in accordance  with applicable bond resolutions.  The local 
school bonds are held and pledged to repay the Authority’s bonds. 

 
The interest rates on the local school bonds are determined by the Authority and fixed at the 
time of sale of the Authority bonds issued to fund the acquisition of the local school bonds.  
For pooled bond sales, the interest rate on each maturity of the local bonds is ten basis points 
(0.10%) higher than the interest rate paid by the Authority on the corresponding maturity on 
its bonds. 
 
Shown below are the local school bonds held by the Authority as of June 30, 2008. 

 

 
 
 
 
 

Local school bonds:
   Held in 1997 Pledge Account 2,958,517,045$   
   Held in 1999 Purchase Fund
     (Northampton County Qualified Zone Academy Bond) 700,000               
   Held in 2001 Purchase Fund
     (Northampton County Qualified Zone Academy Bond) 277,206               
   Held in 2002 Purchase Fund
     (Accomack County Qualified Zone Academy Bond) 982,580               
   Held in 2004 Purchase Fund
     (Chesterfield County Stand Alone) 48,290,000          
  Total local school bonds 3,008,766,831$   
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C. Long-Term Indebtedness 
 

1. Changes in Long-Term Debt 
 

The following is a sum mary of  changes in lon g-term debt of the Au thority for the year  
ended June 30, 2008. 

 
 

2. Annual Requirements to Amortize Bonds Payable and Notes Payable 
 

The following schedule provides th e annual fu nding requirements necessary to amortize 
long-term debt of the Authority outstanding at June 30, 2008. 

Current    Long-Term  
Liability   Liability    Total      

Balance July 1, 2007 245,240,000$      2,775,432,063$   3,020,672,063$   
Issued during fiscal 2008 20,590,000          393,915,000        414,505,000        
Retired during fiscal 2008 (245,240,000)       -                   (245,240,000)       
Maturing in fiscal 2009 240,680,000        (240,680,000)       -                   
       Subtotal 261,270,000        2,928,667,063     3,189,937,063     
Less:  Deferral on 
   debt defeasance (6,060,500)           (33,539,500)         (39,600,000)         

Balance June 30, 2008 255,209,500$      2,895,127,563$   3,150,337,063$   

Year Ending
June 30 Principal Interest Total

2009 261,270,000$    152,526,661$    413,796,661$    
2010 251,855,000      138,769,423      390,624,423      
2011 235,525,000      126,284,482      361,809,482      
2012 223,350,000      114,712,863      338,062,863      
2013 197,690,000      103,835,635      301,525,635      

2014-2018 877,997,063      380,470,197      1,258,467,260   
2019-2023 683,145,000      184,683,328      867,828,328      
2024-2028 383,485,000      55,932,666        439,417,666      
2029-2033 70,170,000        6,902,253          77,072,253        
2034-2038 5,450,000          511,200             5,961,200          
Subtotal 3,189,937,063   1,264,628,708   4,454,565,771   

    Less:  Deferral on
       debt defeasance (39,600,000)       -                (39,600,000)       

Total 3,150,337,063$ 1, 264,628,708$ 4, 414,965,771$ 
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D. Equipments Notes 

 
Periodically, the Authority issues Equipment Financing Notes, the proceeds of which are used 
to make grants to school divisions for the purchase of educational technology equipment.  The 
proceeds are invested in the Virg inia State N on-Arbitrage Program ® until requ isitioned by 
localities.  The f ollowing schedul e deta ils the notes that h ave been is sued w hich still hav e 
either bonds outstanding or funds remaining to be disbursed to localities as of June 30, 2008. 
 

 
E. Qualified Zone Academy Bond 

 
 On October 29, 1999, the Authority issu ed $2,100,000 in Special Obligations School 

Financing Bond (County of Northampton Qualified Zone Academy Financing) Series of 1999 
as a Qualified Zone Academy Bond (“QZAB”).   On December 21, 2001, the Authority issued 
$419,060 in Special Obligations School Financ ing Bond (County of Northam pton Qualified 
Zone Academy Financing) Se ries 2001 as a QZAB.  Al so, on Decem ber 31, 2002, the 
Authority issued $1,433,003 in S pecial Obli gations School Fina ncing Bond (County of 
Accomack Qualified Zone Academy Financing) Series 2002 as a QZAB.  These bonds were  
issued pursuant to Section 1297E  of the Internal Revenue Code  of 1986, as am ended, and the 
Authority purchased certain general obliga tion school bonds of No rthampton County and 
Accomack County to finance capital projects for public schools.   

 
  The localities will make annual principal payments to the Authority on the anniversary date of 

each issuance.  Such payments received by the A uthority will be held in trust and invested in 
certificates of deposit m aturing on the nex t anniversary date of each issuance in accordance 
with the funding agreem ents. The agreem ents pr ovide that m aturing ce rtificate of  deposit 
proceeds will be com bined with the curren t annual payment and reinvested to the next 
anniversary date.  The final annual princi pal payments on the 1999 QZAB, the 2001 QZAB 
and the 2002 QZAB are due October 29, 2011, Decem ber 21, 2015, and Decem ber 31, 2016, 
respectively, at which dates the QZABs will mature.   

  
F. Defeasance of Debt 

 
From tim e to tim e, w hen inte rest rates indic ate that it would be favorable to do so, the 
Authority has issued refunding bonds to defease outstanding bonds.  T hese refundings have 
placed the p roceeds of the new bon ds in irrevocable trusts with es crow agents to p rovide for 
all future debt service on the defeased bonds.  Accordingly, the trust account assets and the 
liability for the defeased bonds are not included on the Authority’s financial statements. 

Educational Technology Notes

Issue Description  Amount Issued 
 Outstanding 

Balance 
 Remaining Available 

for Disbursement 
Ed Tech Series II 2002 Notes 55,555,000$            -$                            107,657$                      
Ed Tech Series III 2003 Notes 55,325,000              -                              72,366                          
Ed Tech Series IV 2004 Notes 56,835,000              12,170,000              202,911                        
Ed Tech Series V 2005 Notes 55,255,000              23,495,000              187,383                        
Ed Tech Series VI 2006 Notes 56,620,000              34,920,000              461,191                        
Ed Tech Series VII 2007 Notes 56,765,000              46,030,000              18,224,868                   
Ed Tech Series VIII 2008 Notes 56,475,000              56,475,000              46,564,773                   

392,830,000$          173,090,000$          65,821,149$                 
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In accordan ce with  Governm ental Accounting Standards Boar d (GASB) Statem ent No. 23 , 
“Accounting and Financial Reporting for Re fundings of Debt Reported by Proprietary 
Activities,” the difference betw een the reacquisition price and the net carrying am ount of the  
bonds defeased with refunding debt is amortized as a component of Interest on Bonds over the 
remaining life of the refunded debt.  Ther efore, Bonds Payable has been reduced by 
$39,600,000 to reflect the remaining deferral on debt defeasance at June 30, 2008. 
 
At June 30, 2008, $212,845,000 of bonds outstanding are considered defeased for financial 
reporting purposes. 
 

G. Transfers 
 
During the year, the Authority received $7,862,703 from the Literary Fund to pay interest on 
the various outstanding Educational Technology Notes.  Pursuant to Section 3-3.01 of Chapter 
847 of the 2008 Virginia Acts of Assembly, the Authority transferred $170,221 to the General 
Fund of the Commonwealth in April 2008 and $10,070,375 to the Literary Fund in May 2008. 
 
Also, in December 2007, the Literary Fund transferred $278,954 to the Authority representing 
actual costs of issuance related to the VPSA  Series 2007B, in ac cordance with the 2007 
Appropriations Act, Item 135(c) 13. 
 

H. Arbitrage Earnings 
 
The Tax Refor m Act of 1986 requires that gov ernmental entities issu ing tax-exempt debt  
subsequent to August 1986, calculate and rebate arbitrage earnings to the federal government.  
The U.S. Tr easury has issued regulations on calculating the rebate amount and complying 
with the provisions of the Tax Reform Act of  1986.  The Authority and the issuers of local 
school bonds purchased by the Author ity must comply with the rebate regulations in order for 
the Authority’s bonds to m aintain a tax-exempt status.  The re gulations require the excess of 
the aggreg ate am ount earned on in vestments purchased with the bond  proceeds o ver the 
amount that would have been earned if the procee ds were invested at a rate equal to the bond 
yield to be rebated to the federal government. 
 
Income earned on excess earnings is also subject to  rebate.  Rebate paym ents, if required, are 
due at least every five years over the life of the bonds.  Some Authority bonds may be exempt 
from the rebate requirement if they meet statutory exceptions per the re bate regulations.  The 
Authority may also elect, on or before the date  of the bond issue, to pay a penalty in lieu of 
rebate if it does not meet certain expenditure schedules.  If such an election is m ade and if the 
Authority (local issuer) m eets the expenditu re s chedule, the  A uthority ( local issue r) reta ins 
any arbitrage earnings.  The Authority, to date, has not elected penalty in lieu of rebate due to 
the difficulty in estimating local issuer’s expenditure schedules.  Rebate and penalty payments 
are calculated and paid by the Authority as re quired by law on bond issues that do not m eet 
the statuto ry exception s.  Rebate installm ents must be paid no later than 60 days after the 
computation date. 
  
In m ost cases, rebate liability  is payable by local issuers whose local school bonds were 
purchased by the Authority.  During the year, th e Authority’s rebate calculation agent, or the 
locality’s rebate calcu lation agent in the case of speci al obligation stand-alone bonds,  
calculate rebate liability or penalty in lieu of  rebate if selected by a loc ality.  The A uthority 
paid liability, if applicable, on the following bond issues: 
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Bond Issue 

Computation 
Initial 5-Year or Final 

Computation 
Date 

 
Liability 

    
(91 Resolution) 1997 Series A 5 year 5/1/07 $ - 
(97 Resolution) 2002 Series A 5 year 5/15/07  - 
(97 Resolution) 1998 Series A Final* 6/15/07  12,945 
(97 Resolution) 1997 Series A Final* 8/1/07  
(97 Resolution) 1997 Series I 5 year 11/1/07  21,865 
(97 Resolution) 2002 Series B 5 year 11/1/07  - 
Ed. Technology Notes Series III Final* 4/15/08  30,596 
    
    

* Reports prepared as of the final redemption of the bonds 
 
The Authority paid $59,600 to its rebate calculation agent for se rvices provided in connection 
with the above rebate calculations. 
 
The Series 2003 A and B (1997 Resolution) had a first installment computation date of Ma y 
15, 2008 and no rebate was owed .  The VPSA School Financi ng Bonds Series 2003 C (1997 
Resolution), the VPSA Refunding Bonds Seri es 2003 D (1997 Resolution), the VPSA Stand-
alone Chesterfield County Se ries 2004, the VPSA School Financing Bonds Series 2004 A 
(1997 Resolution),  and the VPSA School Edu cational Technology N otes Series  III,  will 
require a rebate computation as of November 6, 2008, December 11, 2008, February 26, 2009, 
May 13, 2009, and April 15, 2009 respectively. 
 
 

I. Subsequent Events 
 
In July 200 8, the Authority issued  $44.4 m illion of Special Obliga tion School Financing 
Bonds, Henrico County Series 2008.  In December 2008, the authority issued $67.5 million of 
Special Obligation School Fi nancing Bonds, Fluvanna C ounty Series 2008 and $118.9  
million of School Fina ncing bonds  (1997 Res olution) Series 2008 B  to purch ase certain 
general obligation local school bonds to finance capital projects for public schools. 
 

J. Risk Management 
 

The Authority is exposed to various risks of lo ss related to torts; th eft or, dam age to, and 
destruction of assets; errors and omissions; non-perform ance of duty; injuries to employees; 
and natural disasters.  The De partment of t he Treasury participates in insurance plans 
maintained by the C ommonwealth of V irginia on behalf  of the A uthority.  The risk 
management insurance plans are ad ministered by the Departm ent of Treasury, D ivision of 
Risk Management.  Risk m anagement insurance includes property, general liability, medical 
malpractice, faithful performance of duty bond, automobile, and air and watercraft plans.  The 
Department of the Treasury pays prem iums to this Departm ent for its insurance coverage.   
Information relating to the Commonwealth’s insurance plans is available at the statewide level 
in the Commonwealth of Virginia’s Comprehensive Annual Financial Report. 
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Virginia Public School Authority
Detail of Long-Term Indebtedness 

June 30, 2008
(Dollars in Thousands)

Detail of Long-Term Indebtedness by Series Issued
Local Outstanding (Retired) Outstanding

Dated Bond True Interest Amount School Bonds July 1, During June 30, Original
Date Resolution Cost ("TIC") Issued (a) Purchased 2007 Year 2008 (b) Maturity

Series 1997 I 11/01/97 1997 4.92% 224,285    140,818    55,125      (11,795)    43,330      08/01/17
Series 1998 A 04/01/98 1997 4.71% 130,715    50,730      42,280      (7,440)      34,840      08/01/18
Series 1998 B 11/01/98 1997 4.56% 105,025    105,311    15,135      (5,105)      10,030      08/01/18
Series 1999 A 05/01/99 1997 4.60% 153,040    153,040    52,410      (7,340)      45,070      08/01/19
Series 1999 B 11/01/99 1997 5.54% 91,770      91,770      14,490      (4,800)      9,690        08/01/19
Series 1999 QZAB,
     Northampton County 10/29/99 Stand Alone 0.00% 2,100        2,100        2,100        -         2,100        10/29/11
Series 2000 A 05/01/00 1997 5.38% 100,175    100,175    24,865      (4,950)      19,915      08/01/20
Series 2000 B 11/01/00 1997 5.11% 106,200    106,197    78,645      (4,895)      73,750      08/01/20
Series 2001 A 05/01/01 1997 4.84% 153,940    153,940    117,295    (7,170)      110,125    08/01/21
Series 2001 B 11/01/01 1997 4.87% 142,400    142,400    108,025    (6,910)      101,115    08/01/21
Series 2001 C 11/01/01 1997 4.87% 41,500      41,500      38,215      (1,185)      37,030      08/01/26
Series 2001 QZAB,
     Northampton County 12/21/01 Stand Alone 0.00% 419           419           419           -         419           12/21/15
Series 2002 A 05/01/02 1997 4.70% 111,510    111,510    91,285      (5,185)      86,100      08/01/22
Series 2002 B 11/01/02 1997 4.12% 155,545    155,545    125,130    (7,920)      117,210    08/01/22
Series 2002 QZAB,
     Accomack County 12/31/02 Stand Alone 0.00% 1,433        1,433        1,433        -         1,433        12/31/16
Series 2003 A 05/01/03 1997 4.00% 113,155    113,155    96,590      (5,570)      91,020      08/01/28
Series 2003 Ed Tech Series III 05/01/03 Equip. Notes 1.92% 55,325      -         11,490      (11,490)    -         04/15/08
Series 2003 B 05/01/03 1997 2.93% 74,850      74,850      46,965      (7,775)      39,190      08/01/13
Series 2003 C 11/01/03 1997 4.39% 190,645    190,645    171,210    (6,930)      164,280    08/01/28
Series 2003 D 12/11/03 1997 3.23% 286,670    -         179,065    (32,405)    146,660    08/01/19
2004 Series Chesterfield County 02/15/04 Stand Alone 3.80% 56,825      56,825      51,135      (2,845)      48,290      01/15/25
Series 2004 A 05/01/04 1997 4.33% 123,585    123,585    114,515    (4,630)      109,885    08/01/29
Series 2004 Ed Tech Series IV 06/01/04 Equip. Notes 2.82% 56,835      -         23,870      (11,700)    12,170      04/15/09
Series 2004 B 11/01/04 1997 3.91% 145,340    145,337    132,835    (6,330)      126,505    08/01/29
Series 2004 C 12/08/04 1997 3.34% 156,125    -         134,975    (14,030)    120,945    08/01/16

(a) Includes refunding bonds issued.
(b) Excludes deferral on debt defeasance. - 22 -



Virginia Public School Authority
Detail of Long-Term Indebtedness 

June 30, 2008
(Dollars in Thousands)

Detail of Long-Term Indebtedness by Series (continued) Issued
Local Outstanding (Retired) Outstanding

Dated Bond True Interest Amount School Bonds July 1, During June 30, Original
Date Resolution Cost ("TIC") Issued (a) Purchased 2007 Year 2008 (b) Maturity

Series 2005 A 03/15/05 1997 3.64% 55,200      -         48,645      (4,260)      44,385      08/01/17
Series 2005 B 04/20/05 1997 4.07% 230,580    -         229,925    (150)         229,775    08/01/20
Series 2005 C 05/01/05 1997 4.13% 134,360    134,360    128,765    (5,660)      123,105    08/01/30
Series 2005 Ed Tech Series V 05/25/05 Equip. Notes 2.97% 55,255      -         34,410      (10,915)    23,495      04/15/10
Series 2005 D 11/01/05 1997 4.19% 199,345    199,341    191,440    (8,200)      183,240    08/01/30
Series 2006 A 05/01/06 1997 4.39% 202,175    202,175    202,175    (7,645)      194,530    08/01/31
Series 2006 Ed Tech Series VI 05/25/06 Equip. Notes 3.71% 56,620      -         45,855      (10,935)    34,920      04/15/11
Series 2006 B 11/01/06 1997 4.22% 240,955    240,954    240,955    (8,340)      232,615    08/01/32
Series 2007 A 05/01/07 1997 4.24% 112,235    112,235    112,235    -         112,235    08/01/32
Series 2007 Ed Tech Series VII 05/24/07 Equip. Notes 3.70% 56,765      -         56,765      (10,735)    46,030      04/15/12
Series 2007 B 11/01/07 1997 4.28% 223,080    223,076    -         223,080    223,080    08/01/32
Series 2008 A 05/01/08 1997 4.22% 134,950    134,950    -         134,950    134,950    08/01/37
Series 2008 Ed Tech Series VIII 05/22/08 Equip. Notes 2.88% 56,475      -         -         56,475      56,475      04/15/13

        Total $ 4,537,407 $ 3,308,376 $ 3,020,672 $ 169,265    $ 3,189,937 

Detail of Long-Term Indebtedness by Resolution Issued
Local Outstanding (Retired) Outstanding

Amount School Bonds July 1, During June 30,
Issued (a) Purchased 2007 Year 2008 (b)

1997 Resolution $ 4,139,355 $ 3,247,599 $ 2,793,195 $ 171,410    $ 2,964,605 

Stand Alone Issues 60,777      60,777      55,087      (2,845)      52,242      

Equipment Notes 337,275    -         172,390    700           173,090    

        Total $ 4,537,407 $ 3,308,376 $ 3,020,672 $ 169,265    $ 3,189,937 

(a) Includes refunding bonds issued.
(b) Excludes deferral on debt defeasance. - 23 -
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 January 15, 2009 
 
 
 
The Honorable Timothy M. Kaine 
Governor of Virginia 
 
The Honorable M. Kirkland Cox 
Chairman, Joint Legislative Audit 
   and Review Commission 
 
Board of Directors 
Virginia Public School Authority 
 
 
 
 

 
INDEPENDENT AUDITOR’S REPORT ON FINANCIAL STATEMENTS 

We have audited the accompanying basic financial statements of the Virginia Public School Authority 
(Authority), a component unit of the Commonwealth of Virginia, as of and for the year ended June 30, 2008, as 
listed in the table of contents.  These financial statements are the responsibility of t he Authority’s management.  
Our responsibility is to express an opinion on these financial statements based on our audit.  
 

We conducted our audit in accordance with auditing standards generally accepted in the United States of 
America and the standards applicable to financial audits contained in Government Auditing Standards

 

, issued by 
the C omptroller G eneral of t he U nited States.  Those s tandards r equire that we pl an a nd pe rform t he a udit to 
obtain reasonable assurance about whether the financial statements are free of material misstatement.  An audit 
includes examining, on a  test basis, evidence supporting the amounts and disclosures in the financial statements.  
An audit also includes assessing the accounting principles used and significant estimates made by management, as 
well as ev aluating the overall financial statement presentation.  We be lieve that our audit provides a reasonable 
basis for our opinions. 

In o ur o pinion, t he f inancial s tatements referred to above pr esent f airly, i n a ll material respects, the 
financial position of  the Authority as of  June 30, 2008, and the changes in its financial position and i ts cash 
flows for the year then ended, in conformity with accounting principles generally accepted in the United States 
of America. 
 

The Management’s Discussion and Analysis on pages one through four is not a required part of the basic 
financial statements, but is supplementary information required by the accounting principles generally accepted in 
the U nited States o f A merica.  We h ave appl ied certain limited procedures, w hich consisted principally of  
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inquiries of management regarding the methods of measurement and presentation of the required supplementary 
information.  However, we did not audit the information and express no opinion on it. 
 

Our audit was conducted for the purpose of forming an opinion on the basic financial statements of the 
Authority.  The Detail of Long-Term Indebtedness is presented for the purpose of additional analysis and is not a 
required part of the basic financial statements.  The Detail of Long-Term Indebtedness has been subjected to the 
auditing procedures applied in the audit of the basic financial statements and in our opinion, are fairly stated in all 
material respects in relation to the basic financial statements taken as a whole. 

 
In accordance with Government Auditing Standards, we have also issued our report dated January 15, 2009 

on our consideration of the Authority’s internal control over financial reporting and on our tests of its compliance 
with certain provisions of laws, regulations, contracts and grant agreements, and other matters.  The purpose of 
that report is to describe the scope of our testing of internal control over financial reporting and compliance and 
the r esults o f t hat t esting, a nd not  to pr ovide an opinion on t he i nternal c ontrol over f inancial r eporting or  on 
compliance.  That r eport i s a n i ntegral pa rt of a n a udit pe rformed in a ccordance with Government A uditing 
Standards
  

 and should be considered in assessing the results of our audit. 

  
 
 
 AUDITOR OF PUBLIC ACCOUNTS 
 
BEM/alh 
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